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THE MANAGEMENT AGREEMENT

1. PARTIES TO THE AGREEMENT

a. The Municipality of ___________________________________, ("the Municipality")

b.   The Municipal Vodovod of ______________________________, ("the Vodovod").

2. PURPOSE OF THE AGREEMENT

To define and to regulate the relationship between the Municipality, as the sole owner of the
Operational Assets of the Vodovod, and the Vodovod. 

3. AUTHORIZED PERSONS

Under this Agreement, the persons duly authorized to act on behalf of the respective parties
are:

a.   For the Municipality, The Mayor or the President of the Municipal Parliament, or any
other person duly authorized in writing by the Mayor or the President.

b.  For the Vodovod, the Managing Director, or such Deputy Director as the Board may so
nominate, or such other person duly authorized in writing and confirmed by a resolution
of the Board of Directors of the Vodovod.

  
4. DEFINITION OF TERMS

In this agreement, unless the context otherwise requires, the principal terms in this
Agreement are defined in Annex A.  (Note: Additional definitions may be required in the
final version of the Agreement.)

a. Words in the singular shall include words in the plural, and

b.   A reference to a statute shall include a reference to that statute as amended or modified,
or to regulations made thereunder, and to any re-enactment thereof.
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5. DURATION OF THE AGREEMENT

5.1 This Agreement shall commence on the date of its execution as signed by both
parties in Article 17,  and shall remain in force from that date unless terminated in
accordance with the provisions of Section 5.2 below.

5.2 This Agreement shall be terminated if any of the following events occur:

a. The Vodovod (which expression includes any successor in title) is legally
transformed into a joint stock Vodovod or other form of private company,

b. The Vodovod is terminated by due process of Law, or,

c. The Agreement is set aside by the award of an arbitrator in accordance
with the provisions of Section 14 below.

6. CONSTITUTION OF THE BOARD OF DIRECTORS OF THE VODOVOD

6.1 The Board of Directors of the Vodovod (the “Board”) shall have seven Directors.

6.2 One member shall be the General Manager of the Vodovod, and one member shall
be appointed by the Municipality. The Vodovod General Manager shall appoint an
employee of the Vodovod as a member, and the Municipality shall appoint a
member from the community who is not a Municipal official to represent the
interests of the community.  The remaining three members are to be appointed by
the Ministry.  In selecting these three members the Ministry should consider
candidates who are independent from the Vodovod and the Municipality. These
candidates may be chosen from among individuals in the news media, educational or
other areas, who may be expected to act independently in representing the interests
of the various classes of the Vodovod’s customers, and also to take into account the
interests of  both the Vodovod and the Municipality.

6.3 The Chairman of the Board shall be selected by the seven Directors for a term of
two years, which may be renewed.

6.4 The term of office of the Vodovod General Manager on the Board shall coincide
with his or her term of office as General Manager.  All other terms shall be for three
years, except that the terms of some of the initially appointed Directors should be
staggered at the time the Board is first established.



3

7. DUTIES OF THE VODOVOD BOARD OF DIRECTORS

7.1 The Board shall appoint the General Manager of the Vodovod and determine the
terms and conditions of this appointment, including compensation.  The Board shall
also prepare guidelines for use by the General Manager for the appointment and
conditions of appointment of all other employees of the Vodovod.

7.2 Subject to the provisions of appropriate commercial codes and business laws, or
other applicable laws of the Government, the Board shall establish policies and
supervise the affairs of the Vodovod so as to permit and ensure that the Vodovod
operates as an independent and  successful business.

7.3 The Board shall require the General Manager of the Vodovod to develop a Business
Plan (the “Plan”) covering a three year period, as provided for in Section 9, below.
The Board shall review the Plan and, after approval, shall publish it immediately
prior to the commencement of each successive year.

7.4 The Board at all times shall conduct its affairs  so as to ensure that the Vodovod has
adequate financial and management resources, and facilities, to enable the Vodovod
to carry out the tasks, activities, duties and responsibilities associated with the
Principal Business, including the investment programs necessary to fulfill its
obligations under the laws of the Government.

7.5 The Board shall review the requested tariff schedules and increases in tariff charges
submitted by the General Manager of the Vodovod, and present its
recommendations on proposed new tariffs to the Tariff Review Committee.

7.6 The Board shall ensure that proper accounting controls are established and that
records are maintained by the Vodovod  in a form which enables the separate
identification of revenues, costs, assets and liabilities related to the various
components of businesses or activities of the Vodovod.  The Board shall require the
General Manager of the Vodovod to prepare (1) accounting statements on a
consistent basis in respect of each financial year, which shall comprise, and show
separately all business activities of the Vodovod; (2) a profit and loss account; (3) a
statement of assets and liabilities;  (4) a statement of source and application of
funds, together with notes thereto, setting out the revenues, costs (including
depreciation, where charged), assets and liabilities thereof, or reasonably attributable
thereto; and (5) an annual budget report for approval prior to the beginning of the
fiscal year that includes estimated annual expenditures, a report of actual to
estimated expenditures for the previous fiscal year, and a five year capital
improvement program.



4

7.7 The Board shall retain an independent Licensed Accountant to annually audit the
Vodovod's books and records.  The Licensed Accountant's opinion, including all
financial statements resulting from the audit, shall be submitted directly to the Board
within three months of the end of the fiscal year.  The Municipality shall be provided
a copy of the audit at the same time it is delivered to the Board.

8. OBLIGATIONS AND RIGHTS OF THE VODOVOD

8.1 The first priority of the Vodovod is that it become and remain profitable and
efficient, and that it provide an adequate level of service to its customers. In
achieving these objectives, the Vodovod shall:

a. Employ appropriate technology,
b. Operate in a business-like manner,
c. Establish fees that are reasonable and adequate,
d. Provide a level and quality of service that is satisfactory to it's customers, and

which also meets the standards set by the Board, and
e. Take responsibility for providing water, wastewater and sanitation services

throughout its Service Area.

8.2 The Vodovod shall have regard to the policies of the Municipality and to the interest
of the community and will accommodate such policies and interest as far as
practicable within its Business Plan.

8.3 The Vodovod shall be expected to generate sufficient revenues to operate its
system.  The Vodovod shall achieve long term stability through ensuring that it :

a. Competes for loans in the capital market at competitive rates,
b. Implements quality assurance programs,
c. Conducts preventative, routine and periodic maintenance programs,
d. Achieves timely replacement of all assets, operational and support related,
e. Minimizes operating costs by increasing productivity,  and
f. Manages its financial activities in a prudent manner  with regard to interest rates,

currency and credit risks   

8.4 The Board shall develop and implement pricing policies and pricing strategies that
achieve the financial objectives of the Vodovod including:

a. Repayment of capital loans,
b. Repayment of the operating costs, and
c. Generation of capital reserves
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8.5 The Vodovod shall own and control the Support Assets of the Vodovod.

8.6 The Vodovod shall have the right, to the extent permitted by law, and in accordance
with policies to be established by the Board of Directors, to refuse or reduce service
to customers who fail to pay for services received.

9. BUSINESS PLAN

9.1 The Vodovod shall prepare an annual Business Plan ("the Plan") which, for the
financial year and the subsequent two years, shall set forth or otherwise include:

a. The goals and objectives of the Vodovod,
b. The nature and scope of activities to be undertaken,
c. Accounting policies; financial, operational and other performance targets; and

other measures by which the performance of the Vodovod may be evaluated;,
d. The type and level of detail of information to be provided to the Municipality

and its customers, and
e. Such other information as may be appropriate

9.2 Prior to the approval and publication of the Plan, the Board shall consult with the
Municipality and with such other bodies and persons that the Directors consider to
have particular knowledge of or experience in any of the activities of the Vodovod.

9.3 The consultation process referred to in Section 9.2 above shall be completed and the
Plan shall be published prior to the commencement of the financial year in question.

9.4 During the course of the financial year covered by the Plan, the Vodovod may
modify the Plan subject to:

a. Giving appropriate notice to the Municipality (and to any other Shareholder),
b. Providing sufficient information to the Municipality ( and to any other

Shareholder) and such other bodies or persons to be consulted, and
c. Providing sufficient opportunity to the Municipality and other interested parties

to offer their advice and comments.

9.5 The Board shall provide the Municipality with a copy of the Plan (or of any
modification thereto) and shall take all appropriate steps to ensure that the
customers of the Vodovod, and others as appropriate are provided with adequate
information relating to the Plan (or to any modification thereto).

10. PROVISION OF INFORMATION
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10.1 The Board shall report quarterly to the Municipality on:

a. Progress against the Business Plan,
b. Income and expenditure both for the quarter in question and cumulative for the

year to date,
c. Compliance with quality standards for water supply and effluent discharges,
d. Compliance with customer service standards,
e. Information on customer complaints and actions taken.

10.2 Not later than three months following the end of the financial year, the Board shall
provide the Municipality with a report on the activities of the Vodovod during that
financial year that covers:

a. The business activities of the Vodovod,
b. An audited financial statement prepared in accordance with the formats and the

accounting policies and principles described in Section 7.6 and the independent
audit report described in Section 7.7, and

c. Such other specific information that the Municipality may request.

10.3 The Board shall periodically advise the public, through the media, that the
publications listed in Sections 9.1, 10.1 and 10.2 are available for inspection during
normal business hours at the offices of the Vodovod. 

11. COMPLIANCE OF SERVICES WITH STANDARDS

The Board shall ensure that the Vodovod, in undertaking any of its business activities,
shall comply with existing water quality regulations; existing wastewater discharge
standards and regulations; and existing environmental regulations.

12. UNECONOMIC SERVICES

The Vodovod shall be under no legal obligation to provide any of the services under its
Principal Business in which the gross income received, or likely to be received, in respect
of such a provision is less than the gross costs of providing such a service unless the
Municipality or such other persons requesting the service enters into a legally enforceable
agreement to pay to the Vodovod the difference between the gross income and the gross
expenditure of such uneconomic services.
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13. POWERS OF THE MUNICIPALITY

Under this Agreement the powers of the Municipality in respect of the Vodovod, including
the Board of Directors of the Vodovod, are restricted to:

(a) In accordance with the provisions of the Government’s applicable laws, the
appointment of members of a Municipal Supervisory Board, which the
Municipality may create to act on behalf of the Municipality for the supervision of
the Vodovod and the Vodovod’s Board of Directors.

(b) The appointment of members of the Board of Directors of the Vodovod as
specified in Section 6. 

(c) The agreement with the Board of Directors of the Vodovod on the performance
targets to be achieved by the Vodovod over agreed time periods.

(d) The right to conduct independent audits to verify the results of any audits
conducted or contracted for by the Vodovod Board of Directors.

(e) Participation on the Tariff Review Committee.

(f) Ownership of Operational Assets.

14. ARBITRATION PROCEDURES

14.1 If any dispute should arise between the Municipality and the Vodovod or its Board
of Directors, the parties to this Agreement shall use their best endeavors to resolve
the issues in dispute. Failing such resolution, either party may refer the issues in
dispute to an arbitrator whose decision shall be binding upon the parties.

14.2 The selection of the arbitrator shall be by agreement or failing agreement, to an
arbitrator appointed by a Judge of the Supreme Court.

14.3 There shall be a right of appeal on point of Law to the Supreme Court.
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15. NOTICES

All reports, notices or other communications between the parties to this Agreement shall
be delivered (either by hand, by post, by e-mail or by facsimile) to:

(a) The office of the Municipality of _____________ in the Government

(b) The registered office of the Vodovod, namely ___________________.

(Provide all addresses required for such communications, for both parties.)

16. GOVERNING LAW

This Agreement shall be subject to, and construed in accordance with, the provisions of
the Law of the Government.

17. DATE OF EXECUTION OF THE AGREEMENT

This Agreement is made this (number) day of  (month) in (year).

Signed on behalf of the Municipality Signed on behalf of the Vodovod

By By

------------------------------------------- ---------------------------------------------

In the presence of In the presence of
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ANNEX A

 DEFINITION OF KEY TERMS USED IN THE AGREEMENT

"Appropriate Technology"

Includes equipment, facilities, and operation and maintenance procedures suitable to meet the
goals of the Vodovod in an economic and efficient manner; trained and competent personnel to
operate and maintain the equipment and facilities; and supervision and management skills
adequate to ensure the development of the required facilities, procedures and personnel.

"Board of Directors of the Vodovod” (“Board”, or  “Board of Directors” )

The Board of Directors of the Vodovod is the supervisory body responsible for establishing
policies and ensuring that the Vodovod implements those policies.  The constitution of the
Board is described in Section 6 of this Agreement.

"Business Plan" (“Plan”)

An annual plan of proposed financial and operational activities covering three financial years, to
be prepared by the Vodovod for adoption by the Board.  This Plan is described in Section 9 of
the Agreement.

“Government”

The national government of  Bosnia and Herzegovina, and, as appropriate and not in conflict,
the governments of the Entities of the Federation of Bosnia and Herzegovina and Republika
Srpska.

“Licensed Accountant”

Those independent (non-governmental employees) who are certified by  the Federation of
Bosnia and Herzegovina to submit audited financial statements to “ZPP”, and  by  the Republika
Srpska to submit audited financial statements to “SDK”.  (Note: Eventually it is proposed that
the Government will developed more truly independent and qualified accountants similar to
Certified Public Accountants as they exist in the USA.)
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"Management Agreement" (“Agreement”)

This Management Agreement entered into between the Municipality and the Vodovod.

“Ministry”

The ministry responsible for the water and wastewater sector, as expected to be determined
under proposed national water and wastewater sector reforms.  In the absence of any reforms or
other changes, “Ministry” will be understood to be the Ministry of Agriculture, Forestry and
Water Management.

“Municipal Supervisory Board” (“Supervisory Board”)

A board that may be established by the Municipality to take any actions, on behalf of the
Municipality, that may be required under this Agreement, relative to supervision of the
operations of or coordination with the Vodovod and its Board of Directors. The Municipality
will determine the composition of this Supervisory Board and its duties.

“Operational Assets”

Operational Assets are considered to be those materials, pipes, meters, valves, pump
stations, storage works,  treatment works, wells and related facilities directly
associated with the sources, transmission, storage and delivery of water; and the
collection, pumping, treatment and discharge of wastewater and septage.

“Principal Business"

The provision of services by the Vodovod to its customers, for fees, of (1) the delivery of
potable water; (2) the collection and treatment of wastewater, or the provision of sanitation
services for excreta disposal.

“Support Assets”

Support Assets are considered to be those materials, equipment, buildings, vehicles
and related facilities associated with the support of the Operational Assets.  Support
includes such functions as administration, maintenance, repair, calibration, laboratory
measurements, transportation, storage or other functions not directly associated with
the operational functions described above.
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“Service Area”

The Service Area is the geographical area in which the Principal Business is to be provided by
the Vodovod.  This area shall be as determined by the Board of Directors, but generally is
expected to lie within the borders of the Municipality.

“Tariff Review Committee”  (“TRC”)

A committee expected to be established, possibly at the cantonal or entity level, or possibly as a
function of the proposed new River Basin Boards, as a component of national sector reform.
The committee is expected to be an independent body with representatives from the
Municipality and the Vodovod and others who will constitute a majority.  The principal function
of this committee will be to permit the vodovods to charge for their services at levels adequate
to meet all their reasonable costs, but to ensure that these services are being provided efficiently.
 In the absence of the establishment of a TRC as described above, the TRC will be established
under the Ministry of Agriculture, Forestry and Water Management.


